INTRODUCTION
A fairly substantial literature exists that evaluates the impacts of outward foreign direct investment (OFDI) on home countries. 1 The emphasis of the relevant studies has been on OFDI from developed countries reflecting the historic propensity for OFDI to be undertaken by transnational corporations (TNCs) headquartered in developed countries.
However, OFDI from emerging countries has been growing in both absolute and relative importance in recent years. As a result, increasing attention is being paid by researchers and policy makers to OFDI by TNCs headquartered in emerging markets, particularly those from the so-called BRICS (Brazil, Russia, India and China). 2 Nevertheless, there is relatively little published research on the home country impacts of OFDI for emerging economies.
Studies for developed home economies focus on a wide range of potential economic impacts of OFDI including impacts on domestic employment, wages, expenditures on research and development and innovation, trade flows and tax revenues, among others (Kokko, 2006) . While there is some conflicting evidence, the broad conclusion to be drawn from the relevant studies for developed countries is that OFDI is associated with net benefits to the home country that are manifested in higher per capita real income levels. 3 The evidence suggests that the productivity benefits of OFDI are achieved primarily through efficiency gains tied to the specialization and scale advantages of firms competing in international markets, and the indirect importation of knowledge and technology through imports and internal spillovers. In this sense, OFDI benefits are ultimately linked to international economic integration which, in turn, has resulted in rising per capita incomes in developed home economies. In short, OFDI in developed economies is part of a tightly coupled system of complementary relationships 1 Among the many studies, see Reddaway, Potter and Taylor (1968) , Horst (1976) , Bergsten, Horst and Moran (1978) , Rugman (1987) and Globerman (1994) . An extensive, recent review of the literature is provided by Kokko (2006) . 2 An overview of OFDI from the BRICS is provided by Sauvant (2005) . 3 Kokko (2006) concludes that an important source of differing findings with respect to home country economic effects of OFDI is the nature of the assumed "counter-factual".
That is, what assumption should one make regarding what would have transpired in the home country had the OFDI in question not taken place?
that includes inward FDI (IFDI) and trade flows, and the benefits to OFDI are best understood in the context of these complementary relationships.
While recent studies suggest that rising levels of OFDI characterize newly developed countries (Duran and Ubeda, 2005) , one should not assume that the home country impacts of OFDI for emerging markets mirror those observed for developed countries. Differences of various sorts between developed and emerging economies, as well as between developed and emerging-country TNCs, may contribute to different motives for OFDI, as well as to different consequences of the OFDI that is undertaken. In fact, we present and discuss evidence in this study suggesting that the OFDI undertaken by emerging economies has been quite limited, to date, and does not appear to be embodied in a strong nexus of international economic linkages encompassing trade and IFDI.
The strong complementarity among OFDI, IFDI and trade has been emphasized by Dunning (1981) and Dunning et al (2001) in the various versions of the Investment Development Path (IDP). Although the direction of causality is not unambiguous, the IDP studies consistently indicate that economic development is associated with high levels of trade and FDI. Hence, the weak linkages observed between OFDI, IFDI and trade for emerging markets is suggestive of the difficulties that many emerging countries face in achieving sustained productivity growth. While the precise reasons for the weak observed linkages between OFDI and other measures of globalization are uncertain, we argue in a later section that corporate governance attributes of emerging markets may be an important factor limiting the economic benefits that emerging economies realize from the OFDI undertaken by emerging market transnational companies (TNCs).
While some observers argue that the globalization process broadly defined, as well as OFDI specifically, will inevitably lead to governance reform in emerging market TNCs, others argue that increased OFDI, IFDI and international trade, both individually and collectively, are not a sufficient motivation for governance reform. In particular, the latter argue that political actions within emerging markets are required to introduce competition and market transparency that will promote new forms of corporate governance, and such political changes are difficult to implement. In many cases, political actions have been the result of financial crises afflicting emerging economies with pressure for changes being exerted by international agencies such as the IMF.
Obviously, it would be preferable for the relevant changes to be implemented in a proactive manner. In this regard, our broad policy conclusion is not dissimilar to Moran's (2006, p.11) suggestion that an appropriate public policy stance towards OFDI is one that is "lightly predisposed toward eliminating market failures that might impede home country firms from engaging in FDI."
The paper proceeds as follows. Section 2 provides a brief overview of OFDI patterns for emerging market TNCs with a particular focus on the host country locations.
Section 3 outlines the potential economic consequences of OFDI, particularly as they reflect the linkages between OFDI, IFDI and trade and the economic benefits of those linkages, and summarizes the evidence for developed countries regarding the linkages and their economic benefits. Section 4 identifies possible reasons why the linkages and their benefits observed for developed economies described in Section 3 may not be characteristic of the emerging market experience. Section 5 provides some empirical evidence on the extent to which the empirical relationships between OFDI, on the one hand, and IFDI, trade and domestic capital formation rates, on the other hand, differ between developed and emerging economies, as well as among emerging economies.
Section 6 discusses some research that focuses on the relationship between international economic integration and the restructuring of emerging economies, particularly the degree of convergence between public and private sector governance practices in developed and developing countries. Finally, Section 7 contains a brief set of policy conclusions.
OVERVIEW OF OFDI FROM EMERGING MARKETS
While developed countries remain the major global source of OFDI, outflows from developing countries have risen from a negligible amount in the 1980s to $83 billion in 2004. 4 Reflecting the growth in OFDI flows, the outward FDI stock from developing countries reached more than $1 trillion in 2004, representing an 11 percent share in the world stock. 5 Paralleling the growth of OFDI is an increase in the number of countries that are home to TNCs. Thus, the number of emerging economies that reported OFDI flows rose from 20 in 1985 to 122 in 2003.
While the growth of OFDI from emerging economies is certainly noteworthy, it is also relevant to note the degree to which OFDI activity is concentrated in a relatively small number of countries, some of whom may no longer be considered as "emerging".
For example, according to Sauvant (2005: 642) Recent evidence suggests that a substantial share of emerging market OFDI goes to emerging market home countries. Although there is an increasing amount of SouthNorth FDI, with some widely publicized acquisitions, it remains true that some 87% of all FDI from emerging markets are South-South (Battat and Aykut, 2005) . 6 South-South FDI now constitutes about 35% of all FDI going to emerging markets, most of which is regional, and in the extractive and infrastructure sectors (Battat and Aykut, 2005) .
Importantly, many of the companies involved in these sectors are state-owned enterprises (SOEs), particularly state-owned oil companies from China and India. In general, SOEs play a significant role in Chinese OFDI (World Bank, 2006: 114) .
The historical concentration of OFDI in a relatively small number of emerging economies and a small number of TNCs is a caution against generalizing with confidence about the impacts of OFDI on emerging markets, since the observable experience, to 6 Such acquisitions include Lenovo's (China) purchase of IBM's (US) PC business, CEMEX's (Mexico) acquisition of RMC (UK), and AmBev's (Brazil) takeover of Labatt (Canada). The Boston Consulting Group (2006 Group ( , 2006a identifies Chinese and Indian companies in their sample of emerging market TNCs as acquiring companies in the developed world, whereas TNCs based in other emerging economies have been focusing on acquiring assets in other emerging markets. They note in particular the attempts by Chinese companies to acquire strategic assets, and the problems associated with these acquisitions.
date, is limited to a relatively small set of participants. To be sure, a number of emerging economies that are relatively insignificant in terms of total OFDI are relatively intensive participants in the OFDI process, where the intensity of participation is identified by the ratio of outward FDI to GDP, or some other measure of the overall size of the home country. For example, Panama was the most OFDI-intensive emerging country in 2004, and Ajerbaijan and Bahrain were the third and fourth most OFDI-intensive emerging economies (UNCTAD 2005, p. 276) . Each of these latter countries has some unique set of circumstances underlying its OFDI intensity which limits the utility of including them in a sample of emerging economies for purposes of assessing the economic impacts of OFDI on the home country.
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Notwithstanding the above-mentioned need for caution in generalizing from the historically concentrated experience of emerging economies with the OFDI process, it is clear that countries such as Brazil, China, India, and Russia are becoming increasingly important participants in the OFDI process. Hence, relevant OFDI experience is no longer confined to Hong Kong, Taiwan and Singapore. Indeed, in the empirical work below, we find that these latter countries are, in many regards, similar to developed countries. The fact that emerging countries are at different stages of development, and different stages of experience with OFDI, suggests that some heterogeneity might be anticipated across emerging economies in terms of OFDI impacts.
THE POTENTIAL ECONOMIC IMPACTS OF OFDI
As suggested above, the potential economic impacts of OFDI can best be appreciated in the context of how OFDI contributes to a nation's international economic integration. 8 A particularly important issue in this regard is whether and how OFDI is linked to international trade, as well as to IFDI, for individual countries. To the extent that OFDI is linked to increased international trade and IFDI, it can be expected to have important direct and indirect consequences, including increased specialization in 7 While obvious, it is important to emphasize that impacts of OFDI on the home country are not necessarily identical to the impacts upon the TNC undertaking the OFDI. 8 For purposes of convenience, we use the term "globalization" as a synonym for international economic integration without regard to whether the integration is primarily intra-regional or extra-regional.
production and inflows to the home country of factor inputs such as new technology and new management practices. In particular, the potential linkage between OFDI and trade might well be the most important channel through which OFDI impacts the home economy. Certainly, it has received the most attention in the literature evaluating the consequences of OFDI for developed economies.
OFDI and Trade
The conceptual basis for understanding the location of international production, and the role played by direct investment, was originally established by Dunning's (1973) eclectic paradigm. The eclectic paradigm identifies the international distribution of production facilities as the outcome of the interaction between location-specific advantages, firm-specific advantages and ownership advantages. Location-specific advantages are derived from traditional and non-traditional determinants of country-level comparative advantages. Firm-specific advantages are primarily related to the ownership of proprietary assets, often tacit knowledge, which enables a firm to establish a competitive advantage in specific activities. Ownership advantages are linked to market imperfections that make it more efficient to carry out specific economic activities within a single organization, rather than across the boundaries of independently owned organizations.
While the eclectic paradigm has been substantially refined and extended since its introduction, its basic insights into the potential linkages between trade and OFDI remain salient. Specifically, if international transactions are most efficiently carried out by home country-based TNCs, OFDI will stimulate international trade by expanding an efficient channel through which trade takes place. Home country-based TNCs may be more efficient at carrying-out specific international transactions because they possess firmspecific advantages in those activities. Furthermore, market imperfections may render arms-length international transactions less efficient than intra-firm exchanges as channels for international trade. In this broad context, OFDI encourages increased international trade in specific economic activities because it reflects an efficient firm-specific channel for carrying out such trade. It is important to note, however, that while there is a strong theoretical basis for expecting that OFDI will promote international trade, the causal linkage between the two is difficult to identify empirically (Duran and Ubeda, 2005) .
Increased trade, in turn, can take the form of both increased exports and imports.
Presumably, OFDI will encourage increased exports of goods for which the home country has a location advantage. At the same time, home country TNCs can be efficient channels for the importation of goods (including factors of production) for which the home country suffers a location disadvantage. In this context, OFDI promotes interindustry trade and a resulting specialization of production within the home country along traditional lines of comparative advantage; however, home country TNCs can also be an efficient channel for coordinating the geographical specialization of value chain activities within industries, where economies of scale (including agglomeration economies) underlie the imperative for geographical specialization of specific value chain activities.
In this context, OFDI helps promote intra-industry trade between the home country and its trading partners.
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Evidence bearing upon the quantitative importance of the linkages between OFDI and inter and intra-industry specialization among developed countries is somewhat equivocal. For example, Lipsey (2002) finds that multinational operations have led to a shift by parent firms in the United States toward more capital-intensive and skillintensive domestic production consistent with inter-industry specialization along comparative advantage lines; however, this type of sectoral reallocation does not appear to have taken place in Sweden and Japan. In another study, Lipsey (2000) concludes that within most broad industry groups, U.S. FDI tends to move to countries with comparative disadvantages in trade relative to the United States. In resource-intensive industries, however, it moves to countries with comparative advantages in trade relative to the United States.
9 For a fuller discussion of the conceptual linkages between OFDI, IFDI and intra-industry trade, see Graham (1994) . Again, these relationships are difficult to identify in the statistical sense. Nevertheless, Lawrence and Weinstein (2001) suggest that imports lead to TFP growth because they promote innovation and learning by domestic firms. Urata (2001) finds that trade enhances productivity for Asian countries, and also links FDI and international trade.
Increased real income levels associated with traditional gains from trade, as well as the efficiency improvements associated with economies of scale and specialization from intra-industry trade, may be seen as important potential indirect benefits of OFDI to the home country. These benefits are magnified to the extent that new (to the home country) technology is embodied in imports such that imports contribute to international R&D spillovers from exporting to importing countries. Bernstein and Mohnen (1998) and Coe and Helpman (1995) , among others, assess the influence of trade volume-weighted foreign R&D capital stocks on domestic productivity levels among OECD countries and identify substantial international R&D spillovers linked to trade.
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It is not possible to review the extensive literature evaluating the economic benefits and costs of increased international trade for developed countries. Suffice to say, the consensus opinion of economists remains that international trade is ultimately linked to higher real income levels. The relevant issue for this study is whether the linkage between OFDI and trade, both in terms of the strength of the linkage and its economic consequences, are likely to differ between developed and emerging economies.
OFDI and Technological Change
As discussed in the preceding section, increased imports are a channel for R&D spillovers that raise income levels in the importing country. Moreover, OFDI can also promote technological change in the home economy more directly through the transfer of knowledge about new production and management techniques from foreign affiliates to the parent company. Such reverse transfers of technology are potentially derived from "knowledge-seeking" OFDI, particularly investments that are located in regions where clusters of expertise in specific technologies reside. However, as noted in several studies, the benefits of these reverse transfers depend quite critically on the absorptive capacity of the home firm (Tavares and Young, 2005 
Domestic Capital Formation and FDI Inflows
Relatively little attention has been paid to the relationship between OFDI and domestic capital formation rates for developed home countries. This likely reflects two empirical observations highlighted by Lipsey (2000) . The first is that inward and outward FDI stocks tend to coincide for developed countries. That is, nations that invest abroad are usually major recipients of FDI. Analyzing data for individual OECD countries from 1970-1995, Lipsey finds that the relationship between inflows and outflows of foreign direct investment relative to total output is positive and significant in most of the sample countries. The second observation is that neither inflows nor outflows of direct investment are crucial to determining the level of capital formation in a given country.
Lipsey shows that even gross FDI inflows have been small relative to gross fixed capital formation. In most countries, gross inflows of FDI averaged 5 percent or less of gross fixed capital formation. Thus, it is unlikely that OFDI has a significant negative impact on domestic capital formation, and for developed countries, any potential losses are offset by capital inflows.
Lipsey does not argue that OFDI and IFDI are causally linked. Rather, he believes that the "co-evolution" of the two phenomena among developed countries primarily reflects economic conditions that influence the turnover of assets among TNCs from developed countries. That is, in the language of the eclectic paradigm, differences in firm-specific advantages lead to mergers and acquisitions across developed home and host economies. As noted above, Dunning (1981 Dunning ( , 1988 explicitly links OFDI and IFDI flows to levels of economic development in the home country. In his investment development path (IDP) model, the magnitude and nature of OFDI varies discretely as the home country becomes wealthier. At the same time, inward IFDI is attracted to wealthier countries. It is important to emphasize, however, that the IDP of each individual country may be path dependent and fundamentally idiosyncratic.
The link between OFDI and IFDI is less widely studied, and perhaps less widely understood than the link between OFDI and trade. Indeed, Tavares and Young (2005) argue that policy makers have not generally understood the implications of the connection for competitiveness and development. In terms of the eclectic paradigm, OFDI and IFDI are linked because the firm-specific advantages required to be internationally competitive may be more likely acquired when the home economy has location advantages that attract IFDI, which in turn provides spillover benefits to home country firms, some of whom become TNCs. 11 Thus there is a dynamic interaction between OFDI and IFDI, resulting in high levels of both for developed countries.
We are not concerned with whether observed linkages between OFDI and IFDI are causally related or merely reflect the influence of broad economic determinants common to both. Our main concern is whether the linkage observed for developed countries can also be identified for developing countries. To the extent it exists, concerns about OFDI suppressing domestic capital formation rates in developing countries are mitigated. Specifically, FDI inflows would help mitigate the impact of FDI outflows for emerging markets. In addition, strong links between OFDI and IFDI suggest the presence of both firm-specific and location advantages in the home country.
11 In this regard, we note that several studies suggest that domestic firms are more productive when they engage in international activity, and part of the reason is their greater ability to absorb spillovers. Thus, foreign firms in the domestic market are more efficient than domestic firms only if the latter are confined to the domestic market (see, for example, Baldwin and Gu, 2005) .
Summary
OFDI is a component of globalization. Hence, the economic consequences for the home country will reflect the strength of the linkages between OFDI and manifestations of globalization including increased international trade, as well as direct and indirect international transfers of technology, information and governance practices. Theory, as well as evidence for developed countries, tends to support a view that OFDI has net economic benefits for the home country. Specifically, OFDI promotes increased specialization of production with resulting economies of scale and specialization, as well as the transfer of technology into the home market. As a consequence, OFDI contributes to higher real incomes in the home country.
Differences in economic and political conditions between developed and emerging markets caution against assuming that the consequences of OFDI for emerging economies mirror those for developed economies. In the next section of the paper, we identify characteristics of emerging markets that may contribute to those markets experiencing different economic consequences from OFDI than those experienced by host developed economies.
EMERGING ECONOMIES AND OFDI
There are numerous differences between developed and emerging economies that could potentially contribute to differences in the home country impacts of OFDI. In this section of the paper, we focus on attributes of emerging markets that have been prominently discussed in the literature and explore the implications of those attributes for the home country impacts of OFDI. Since there are significant differences across emerging economies in the relevant attributes, the discussion in this section also highlights potential reasons for differences across emerging economies in OFDI impacts.
Business Groups, Ownership and Governance
Recent evidence indicates that the economies of most emerging and transition economies are dominated by large, diversified business groups (Khanna and Yaffeh, 2005a; Morck et al, 2005) . Many (though not all) of these groups are family-controlled corporations characterized by pyramid ownership structures. Others, such as those in China, have important links to the state. As their importance becomes increasingly well documented, scholars have begun to study their characteristics and their performance (Khanna and Rivkin, 2001; Yafeh, 2005, 2005a) . On balance, the existing literature offers equivocal evidence bearing upon the hypothesis that business group affiliation provides performance benefits in emerging and transition markets. Thus, it remains unclear whether such business groups are "paragons or parasites" (Khanna and Yafeh, 2005a) .
In developed economies, with well-functioning external markets, the access by firms to critical resources, particularly capital, labour, and complementary assets, is achieved primarily through market-based transactions. These markets are supported by a governance infrastructure that protects property rights, including an independent judiciary, an efficient and relatively corruption-free government, and a transparent regulatory framework (Globerman and Shapiro, 2002) . Under these circumstances, external markets are likely more efficient than internal markets for many transactions, and especially those related to capital markets. The reliance on external markets also promotes specialization within industries and firms, and internationally competitive firms are relatively specialized (Meyer, 2004) .
On the other hand, in economies where external markets are not efficient, where property rights protection is weak, where contract enforcement is difficult and where corruption is widespread, large diversified business groups emerge to fill the voids created by market failures and missing institutions (Khanna and Palepu, 1997) . Khanna and Rivkin (2001) argue that the internal markets created by such business groups are relatively efficient in the face of the widespread market failures prevalent in emerging market economies. These internal markets tend to favour the emergence of diversified companies, which are often highly successful in their home markets (Khanna and Palepu, 1997; Nachum, 2004) . However, a lack of specialization may limit the capacity of business groups to compete effectively in international markets, unless they are able to effectively refocus their activities.
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There are other potentially adverse consequences of group ownership for economic efficiency, some of which are related specifically to concentrated family ownership. These include inefficient capital investment, obstructed entry of new firms, stunted development of domestic capital markets and political "rent-seeking" on the part of the controlling family owners, whereby the latter invest in political connections to stifle competition and to obtain privileged access to domestic resources (Morck et al, 2005) .
Another prevalent characteristic of family owned businesses is the limited use of professional managers in favor of using family members or trusted associates as key decision-makers in those businesses. For example, Claessens, Djankov and Lane (2000) report that, in East Asian countries, top managers are family members in about 60 percent of firms that are not widely held. Furthermore, the lack of effective external monitoring in pyramid firms whose governance is dominated by a powerful family may deprive even scrupulous managers of effective investor feedback regarding investment decisions (Morck, Wolfenzon and Yeung, 2005, p.686) .
Reliance upon family members and close associates to fill key management positions is paralleled by an emphasis on personal networks rather than contracts as the governance mechanism for transactions. To the extent that the competitive success of family-owned conglomerates derives largely from network connections in the home country, they may be disinclined to invest abroad where different firm-specific advantages are pre-requisites for competitive success (Erdener and Shapiro, 2005 In summary, the nature of business groups and the corporate governance features of emerging country TNCs may or may not discourage OFDI undertaken by those companies. A stronger argument can be made that those features will result in the OFDI that is undertaken conveying smaller home country benefits than would be the case if the strategies and corporate governance of the companies more closely resembled those in developed countries. On the other hand, to the extent that corporate governance in emerging countries "improves" as a function of international economic integration, those improvements themselves will represent a long-run benefit of OFDI.
Domestic Capital Formation
15 Oman and Blume (2005) identify a country's system of corporate governance as the formal and informal rules, accepted practices and enforcement mechanisms, private and public, which together govern the relationships between people who effectively control corporations, on the one hand, and all others who invest in the corporations, on the other hand. 16 For a contrary view, see Li (2005) . 17 Morck, Wolfenzon and Yeung (2005) Chen and Chen (1995) , among others, discuss the possibility of Taiwan's "deindustrialization" as a consequence of resource-seeking OFDI. 19 Increased levels of domestic investment might be expected for the following reason. If TNCs increase their investing abroad, the expected rate of return to domestic capital formation should increase, all other things constant, since profitable domestic opportunities are presumably foregone by those TNCs in favor of more profitable opportunities abroad.
countries; however, reduced long-term domestic capital formation rates associated with OFDI are potentially a more relevant concern in the case of developing markets than in the case of developed economies.
Despite these concerns, the available information clearly indicates that OFDI plays a very minor and indirect role in the overall savings and investment process in developing countries. Simply put, in the vast majority of developing countries, OFDI as a share of GDP is quite small compared to overall domestic savings as a share of GDP. This is particularly true for emerging Asian economies that account for a disproportionate share of emerging market OFDI. Asian countries are well below the reported ratio of gross savings as a share of GNI underlying the fact that OFDI is not a significant source of savings leakage in these countries.
A second point is that the Latin American experience is somewhat different from the Asian experience. Specifically, the gross capital formation ratio has generally exceeded the gross savings ratio suggesting that increased domestic savings rates would have mitigated the need for as much external capital as was acquired by Latin American countries in the recent past; however, in the context of the major determinants of public and private sector savings, the relatively small flows of OFDI that have been undertaken to date by Latin American TNCs can hardly be considered an important factor. In particular, the political instability of the region is arguably far more important in depressing domestic savings rates than is the overseas investment of home country TNCs.
Indeed, the former may well be a strong encouragement to the latter.
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A third point is that recent increases in oil prices are contributing to a large savings surplus in Middle Eastern countries, and a substantial share of these savings are presumably being "recycled" outside the region given the disparity between the savings ratio and the gross capital formation ratio. In particular, the savings ratio is estimated to be 41 percent in 2005, whereas the gross capital formation ratio is approximately 21 percent. Against this background, it is obvious that even substantial increases in OFDI from the Middle East would have relatively little impact upon the availability of domestic savings to fund domestic capital investments.
Thus, although a major negative potential impact of OFDI for emerging economies is the effective reduction of domestic savings available to fund domestic capital investments, in fact this concern is unwarranted. As an empirical matter, many emerging countries enjoy large savings surpluses relative to domestic capital formation.
Hence, even significant future increases in the relatively low current ratio of OFDI to GDP for these countries are unlikely to affect the ability of domestic investors to fund domestic capital expenditures from domestic savings. Furthermore, domestic savings rates in emerging countries are much more fundamentally affected by factors such as demographics, real economic growth, the efficiency of the financial sector and the security of property rights than by the saving and investment decisions of home country TNCs.
As a theoretical matter, the overall impact of OFDI on domestic savings rates will reflect more than simply a direct deduction from domestic savings. For example, to the extent that OFDI contributes, directly or through augmenting other forces of globalization, to real income growth in emerging markets, it will likely contribute to higher savings rates in those markets. Furthermore, closer economic integration with developed countries promoted, in part, by OFDI will presumably better enable borrowers in emerging markets to raise capital in world markets at competitive rates. For example, as companies based in emerging markets become larger, partly as a consequence of OFDI, they can benefit from economies of scale in raising public capital. For another, the activities of foreign affiliates, particularly in developed countries, should raise awareness on the part of institutional and individual investors of the potential profitability of investing in emerging market TNCs.
Scarcity of Management and Technical Expertise
In the literature concerned with developed countries, an important potential benefit of OFDI is the "reverse flow" of managerial and technological expertise that results from the overseas' operations of home country affiliates, particularly when the affiliates are located in "centers of excellence". The ability to exploit spillover efficiency benefits from OFDI might, in turn, be a function of the managerial and technical capabilities of developing country TNCs, or more broadly, their absorptive capacity (Tavares and Young, 2005) . Specifically, if the relevant capabilities are below some minimum threshold, the capacity of those TNCs to identify and exploit managerial and technological spillover opportunities from doing business abroad might be attenuated. In this regard, there is some evidence that spillover efficiency benefits from inward FDI in developing markets are only realized if host countries have minimum critical levels of human capital to take advantage of spillover opportunities. (Kokko, 2006) . Thus, the benefits of inward FDI are related to the absorptive capacity of domestic firms, which is, in turn related to their international competitiveness (Tavares and Young, 2005) . This may be a particularly severe problem for small and mediumsized enterprises in the home emerging market which lack the technical and managerial expertise to link into global value chains (UNCTAD, 2005). As a consequence, the potential spillover efficiency benefits to other home country firms from OFDI by emerging market TNCs may be quite modest.
Another consideration related to spillover efficiency benefits from OFDI is that a 
Summary
In summary, differences in particular attributes of between developed and developing countries raise the possibility that the economic consequences of OFDI from emerging markets may not mirror those observed for OFDI from developed economies.
Specifically, the strength of the linkages between OFDI and other manifestations of globalization, especially international trade and the international diffusion of technology and management expertise might differ, as might the consequences of the linkages themselves.
In particular, differences in private and public sector governance between developed and developing countries raise a possibility that OFDI from emerging markets might not be consistent with the goal of improving efficiency in producing and distributing output. As a consequence, economic benefits to the home country from increased specialization through international trade and the "importation" of technological and managerial expertise from host country affiliates may be limited in the case of OFDI from emerging economies. A key issue in this regard is whether stateowned enterprises and family-owned conglomerates are able and willing to adapt their governance practices in order to operate efficiently in internationally competitive markets. We consider evidence bearing upon this issue in Section 6.
In the next section of this paper, we discuss some evidence bearing upon the strength of the empirical linkages between OFDI from emerging economies and other manifestations of globalization. We also provide some evidence regarding the linkage between OFDI and domestic capital formation rates in emerging economies.
.
EMPIRICAL LINKAGES BETWEEN OFDI, IFDI, TRADE AND CAPITAL

FORMATION
We have argued that central to the assessment of the potential home country benefits of OFDI is the degree to which these flows are integrated with, and complementary to, trade and IFDI, as well as the impact of OFDI on domestic capital formation. In this section, we provide some evidence on the nature and magnitude of these relationships. We examine ten years of data, covering the period 1995-2004, and we also examine the most recent five year period, 2000-2004.
Overview of Data
The data in Table 3 suggest that developed countries, however defined, are characterized by high (and rising) levels of IFDI, OFDI, exports, imports, and trade (the sum of exports and imports), relative to GDP. These results are consistent with
Dunning's IDP (Dunning, 1981) There are also important differences within the sample of emerging and transition economies, most notably for the transition and BRIC countries. Transition countries have higher rates of FDI inflows than do other countries, but their outflows are not higher.
However, the OFDI rates for transition countries have been increasing more quickly.
BRIC countries have lower rates of inflow, and their outflows are similar to the average for the entire developing sample. Of course, the BRIC sample comprises only four countries, but it is still striking that the FDI rates are so low, given the presence of China in the group. However, like the transition countries, the BRICs have seen their OFDI ratio increase more rapidly than other developing countries. Indeed, absent the transition and BRIC countries, the OFDI ratio for the developing sample actually declined in the most recent five-year period.
The trade variables also show considerable variation. The developing sample that excludes transition and BRIC countries has about the same trade intensity as the Developed II sample (which includes highly trade intensive small countries). However, the transition economies are considerably more trade intensive than any other sample, while the BRIC countries are considerably less trade intensive. Once again, the obvious conclusion is that emerging and transition economies are heterogeneous, and it is therefore likely that the impacts of OFDI will also differ by country.
There is one variable that exhibits relatively less variation across the samples, and that is the ratio of gross fixed capital formation (GFCF) to GDP. Thus, the notable differences across the samples arise from differences in the degree to which the countries participate in the global economy. Table 4 presents the correlation coefficients between OFDI and the other variables reported in Table 3 . It is important at the outset to clarify both our reasons for undertaking this exercise, and its limitations. Our reading of the literature on the benefits of OFDI to the home country suggests that these benefits are related to the ability of home country firms to effectively compete in international markets, which in turn allows them to expand in the home market (scale benefits and specialization benefits). In addition, home country firms may obtain spillover benefits from their foreign operations, and these benefits depend both on where they locate and on their ability to absorb new knowledge and technology. All of these benefits are therefore linked to the degree to which OFDI links emerging economies into international markets.
Correlation Results
As noted above, there is a considerable literature that focuses on the relationship between OFDI and trade as a measure of the degree to which OFDI creates home country benefits. While there has been less emphasis on the relationship between OFDI and IFDI in that literature, this particular relationship has been central to the IDP literature, beginning with Dunning (1981) . In Dunning's terms, the relationship between OFDI and IFDI indicates the degree to which a country has developed the market and institutional capabilities to attract sophisticated forms of IFDI (L-advantages), and the degree to which these advantages spillover to domestic firms who then invest abroad (Oadvantages). In subsequent work, Dunning et al (2001) have extended the framework to encompass trade.
Thus, from both the perspective of the literature on the home country benefits of OFDI, and from the literature on the IDP, one expects that OFDI, IFDI and trade variables will be positively correlated. It is important to recognize that a positive correlation does not imply causality. In the IDP literature, which relies on a stages of growth framework, it is not always clear whether high levels of GDP per capita cause increases in these measures of globalization or whether the latter simply increase over time, as does GDP (Liu et al, 2005) . Our purpose here is not to enter that debate; rather it is to use the correlations to explore the potential differences between developing and developed economies. We argue generally that OFDI benefits are higher when OFDI is embedded in a system of complementary relationship with other measures of international activity. Thus, to the extent that the correlations among these variables are lower for developing economies, the full benefits of OFDI are not being achieved.
The results in Table 4 for the variables representing international activity (IFDI, trade, exports and imports) broadly confirm that for the developed economies, these variables are all positively correlated with OFDI. Trade, OFDI and IFDI are relatively strong complements. That is, they have positive correlations. While the complementarity is also found in the various samples of emerging and transition economies, it is much weaker in almost all cases, and the coefficients are often not statistically significant. For the developing sample that excludes transition and BRIC countries, the results not only suggest that complementarity is weak, but also that it might be decreasing. Transition and BRIC economies apparently are closer to the degree of complementarity associated with the more developed economies. For the BRIC countries, the small number of observations makes it difficult to draw substantive inferences. For example, the negative correlation (which is not statistically significant) between IFDI and OFDI is caused by India, with below average IFDI and higher than average OFDI.
On balance, we conclude that the strong complementarities among measures of international activity that characterize developed economies are not generally characteristic of emerging economies. There is some evidence that transition and BRIC economies are possibly more integrated internationally than other developing countries.
These results are supportive of the premise that governance infrastructure is a prerequisite for "deep" international economic integration that, in turn, contributes economic benefits to home economies that are directly and indirectly tied to OFDI. Table 4 also provides correlation coefficients between Gross Fixed Capital Formation (GFCF) and OFDI. Here we are attempting to determine whether OFDI is a substitute for domestic investment. To some degree, this issue has already been addressed by the correlation of IFDI and OFDI. The implication of a strong positive correlation between IFDI and OFDI is that FDI inflows typically offset any negative effects of capital outflows. GFCF includes FDI inflows so long as they create new physical capital.
Thus, FDI accomplished via acquisition would not be included in GFCF. It is therefore interesting that although we observe both positive and negative coefficients, none are statistically significant in any sample. For the purposes of this paper, what is important is that there is no evidence that OFDI and GFCF are substitutes for any of the developing economy samples (including BRIC countries for which the coefficients are not statistically significant). These results support an inference drawn earlier that OFDI is unlikely to be a significant constraint on domestic capital investment.
Strong complementarity, particularly when related to knowledge-based activities, can lead to increasing returns (Easterly, 2001) . For example, to the extent that IFDI is knowledge intensive, and to the extent that it creates spillover efficiency benefits for the host economy, it will lead to increased OFDI and trade. The complementarity between OFDI and IFDI will, in turn, attract more IFDI and so on. Such a process can lead to increased disparities between countries whose initial investments are relatively high, and those whose initial investments are relatively low. Countries with low levels of OFDI may thus persist with low levels of OFDI. In terms of the IDP, they may not be able to advance to the stages characterized by relatively high levels of both OFDI and IFDI.
Regression Results
In order to investigate further the "path dependency" of the OFDI process, we undertook a simple exercise whereby current ( Table 5 . It is useful to begin with the first set of regressions, since this is a simple first-order autoregression that has been widely used in a variety of contexts. The important result is that for both samples of developed countries, the coefficient on the lagged OFDI term is statistically different from zero, but not from unity. In other words, for the cross-sections of developed countries, OFDI flows follow a random walk, which also implies that any disturbance to the system will result in permanent effects. For example, exogenous changes that facilitate global flows of capital will raise OFDI (and IFDI) permanently.
In contrast, when the relevant coefficient is less than unity, as is the case for all samples of developing economies, the underlying process is mean reverting. That is, an exogenous shock to the system will not result in permanent changes, but will rather cause the relevant variables to return to their means in the long run. The same exogenous change that will raise permanently the OFDI of developed countries will, for developing countries, result in only a temporary increase. Thus, developing countries may lack the capabilities to generate the levels of OFDI (and IFDI) that are associated with the developed economies.
Of course, it must be acknowledged that estimates based on cross-sectional data over relatively short periods of time may not be representative of all countries and all time periods. Thus, one should not conclude from the results that no developing countries will ever become the next Taiwan, Republic of Korea, or Hong Kong.
However, it does suggest that on average, this is unlikely for most emerging economies should current circumstances persist.
Roughly the same conclusions emerge from the second set of regressions, which use the ratio of OFDI to GDP. In these equations, it is the size of the coefficient on the lagged term that matters. The relevant coefficients for the developed countries are higher than those for the developing samples suggesting that there is greater persistence in OFDI among developed countries. Developed countries with high initial ratios of OFDI to GDP tend to have high ratios in the future. On the other hand, for developing countries, there is considerably less persistence. Developing countries with initially high ratios of OFDI to GDP are less likely to see them persist in the future. In these equations, however, it is interesting to note that the sample of transition economies exhibits more persistence than does the sample of developing countries.
Summary
In summary, our empirical results confirm that, in general, emerging and transition economies receive less IFDI and generate less OFDI. Consistent with the IDP, these countries have not yet reached the highest stages of the investment cycle. Our correlation analysis indicates that, for developed countries, measures of international activity are strong complements, thereby suggesting a potential for a self-reinforcing, virtuous cycle whereby trade, IFDI and OFDI all increase over time. The same strong complementarity is not found for emerging and transition markets, suggesting that the same virtuous cycle may be absent. In addition, our regression analysis suggests that for these countries, OFDI follows a mean-reverting process such that exogenously determined increases in OFDI are not permanent.
None of this should be taken to imply that development through globalization is therefore impossible for emerging countries. In our view, discussed more fully below, it simply implies that policies directed specifically at OFDI are likely not to be very important. Policies that limit OFDI limit the growth and competitive potential of domestic firms. Polices that encourage OFDI are, on average, not likely to succeed, unless accompanied by changes in the underlying governance of private and public sector activities. We, therefore, turn in the next section to a consideration of the determinants of governance change in emerging economies.
IMPACTS OF GLOBALIZATION ON EMERGING ECONOMIES
The statistical results discussed in the preceding section underscore the fact that OFDI is part of an overall process of international economic integration that includes increased trade and IFDI. For developed countries, there is a strong complementarity among variables that measure the degree of international activity; however, emerging economies are less well integrated into the global economy, and this is particularly true for OFDI. Our previous discussion suggests that emerging economies face barriers to the creation of internationally competitive firms, and thus to the realization of benefits from OFDI. In particular, the literature emphasizes the role of governance and, relatedly, absorptive capacity, as potential barriers. Therefore, we focus on this section on the potential for governance reform in emerging countries.
Globalization and Governance
Earlier, we discussed widespread concerns that have been expressed about private and public sector governance in emerging countries, and the potentially adverse consequences that diversified business groups, particularly those that are family-owned, pyramid-structured conglomerates, as well as state-owned businesses, can have in terms of truncating the benefits of international economic integration. We also noted the claims of a number of observers that globalization will lead to improvements in governance. To the extent that such improvements occur, they could constitute one of the major benefits of globalization, particularly for emerging economies.
At the broadest level, there is now some evidence that indices of globalization are highly correlated with measures of good governance at the country level. Specifically, the Federal Reserve Bank of Dallas (2005) reports that countries that are more integrated into the global economy also have "superior" measured levels of public sector governance, where the latter is identified by a series of widely available indices including strength of property rights, accountability of public officials and rule of law. As with other correlations, caution must be exercised against inferring that globalization causes good governance, of, for that matter, the reverse causality; however, the evidence does suggest that globalization and superior public governance are complements.
The evidence reported by the Federal Reserve Bank of Dallas measures public governance at the country level. There have also been some studies examining the relationship between globalization and governance at the firm level. In one study, Khanna and Palepu (2004) evaluate whether globalization has promoted convergence towards world standards in corporate governance among Indian software companies. They focus particular attention on Infosys, one of India's leading software companies. The authors claim that Infosys has a reputation for sound corporate governance and for being committed to shareholder value creation in a country where corporate governance has, historically, not been a first-order concern. Interviews and field research lead them to conclude that Infosys' incentive to adopt world corporate governance standards was primarily inspired by the need to attract skilled workers who are in demand in a global labor market rather than by the need to attract financial capital.
A more direct test of whether OFDI specifically encourages governance reform is provided in a study by Bris and Cabolis (2004) . They examine more than 15,000 crossborder acquisitions in the period 1990-2001 encompassing 49 countries. Specifically, they construct industry-wide corporate governance indices reflecting investor protection.
Their measure of whether investor protection improves as a result of an acquisition is whether Tobin's Q, a valuation measure of an asset, increases. They find that when firms are acquired by firms from countries with better shareholder protection and accounting standards, the Tobin's Q increases for the industry in which the weak governance firm participates. Interestingly, they find some weak evidence that when a firm from a country with poor corporate governance acquires a firm from a country with better corporate governance, the Tobin's Q of the acquiring industry increases.
In another relevant study, Peng, Au and Wang (2001) Filatotchev et. al. (2005) study the impediments to corporate restructuring of privatized firms in transition markets. In particular, they focus on the factors that entrench poor management and boards. They conclude that foreign involvement is likely to facilitate the development of organizational capabilities which might, in turn, encourage the improved international competitiveness of the firms.
The limited firm-level evidence therefore suggests that governance practices in emerging markets have not necessarily converged substantially towards practices in developed countries as a consequence of globalization. This result might reflect, in part, the fact observed in an earlier section that integration into the international economy has been relatively limited in the case of many developing countries. It might also reflect the fact that Western governance practices remain inappropriate for domestic market conditions in many emerging countries. In particular, attenuated domestic capital markets, high transactions costs in "arms-length" product and labor markets, limited resource mobility and other market imperfections contribute to the viability of family owned conglomerates and SOEs (Qian, 2001 ).
To be sure, governance changes have taken place in many emerging countries.
Experience suggests that the contribution of globalization per se to the reform process is In short, changes in corporate governance may well primarily follow, rather than lead, the emergence of more efficient domestic market institutions. Furthermore, changes in domestic market institutions require political changes that are difficult to implement, particularly in countries characterized by weak public sector governance. In the latter regard, the forces of globalization may be limited in the extent to which they can encourage political change in emerging economies. To be sure, a substantial literature has emerged over time documenting the negative impact that poor public sector governance has on inward FDI, particularly in the case of emerging economies. 23 One might therefore expect that competition among emerging economies for IFDI would lead to substantial improvements in public sector governance in those economies. An explanation for why governance changes have been relatively modest in light of competition for IFDI is that financial assistance provided by developed governments and non-governmental organizations (NGOs) to emerging countries has apparently not been linked to reduced government corruption Moreover, there is some indication that private foreign investors became less concerned about government corruption in host countries after around 1995, perhaps because they have learned how to work around the risks imposed by host government legal and regulatory regimes (Groslambert and Bouchet, 2006) .
Findings that public sector governance practices in emerging markets have not necessarily converged substantially towards governance practices in developed countries are not entirely surprising, since governance practices continue to differ across developed countries at comparable standards of economic development and degrees of international economic integration (van Tulder and Kolk, 2001; Doremus, et.al., 1997) . The inference drawn from these findings is that national differences can sustain meaningful differences 23 See, for example, Globerman and Shapiro (2002) . An extensive review of the relevant literature is provided in Groslambert and Bouchet (2006) . in governance practices, notwithstanding ongoing international economic integration through trade, investment and other phenomena.
Managers and Corporate Strategies
Our previous discussion also pointed to a shortage of skilled managers as attenuating the capabilities of emerging markets to benefit from globalization. One consideration is that shortages of skilled managers limit the capacity of emerging economies to absorb new technology that is transferred from abroad, either through inward FDI by TNCs from developed countries, or through the transmission of technology by foreign affiliates of home country TNCs. Another consideration is that the limited use of skilled, professional management may contribute to OFDI by emerging market TNCs that has limited economic benefits, both for the TNCs, as well as for the home countries.
Observers such as Yeung (2005) As another example, Lee, Roehl and Choe (2000) assess whether Korean management practices have changed over time with the increased international economic integration of the Korean economy. They conclude that there has been some convergence with Japanese management styles, although not in all relevant dimensions. There has been relatively little convergence with Western management practices. They argue that highly internationalized Korean firms were most active in learning from Japan because they have increasingly had to face severe competition with Japanese firms in many foreign markets.
Summary
The available evidence highlights the difficulties in reforming corporate and public sector governance practices in emerging markets. In particular, the globalization process, by itself, should not be expected to transform substantially political institutions and government performance which, in turn, seems to be an important pre-condition for substantial changes in corporate governance. Nevertheless, international trade agreements, as well as pressure exerted by international organizations such as the IMF, can help encourage internal "dynamics" associated with political change.
POLICY CONCLUSIONS
While it is not possible to quantify the impacts of OFDI on emerging economies, several prudent conclusions seem warranted. Perhaps the most unobjectionable conclusion is that there is no plausible basis for emerging country governments to restrict or discourage OFDI by home country TNCs. Specifically, there are no obvious negative externalities to the home country economy from OFDI. In particular, there is no basis for concluding that OFDI significantly restricts domestic capital formation rates in the home country. If anything, it seems more plausible that such capital formation is mildly encouraged by OFDI.
It is more difficult to conclude that emerging country governments should actively encourage OFDI. The main point here is that external benefits to the home country economy from OFDI, while theoretically plausible, are difficult to identify empirically. It should be emphasized that higher profits realized by owners of home country TNCs do not justify public policies that subsidize, or otherwise, lower the costs of undertaking OFDI for home country TNCs. Such policies are potentially justified only if OFDI contributes to higher real income levels in the home country more generally.
That is, OFDI should also contribute to increased efficiency of the home economy that is manifested in higher real income levels of those who are not owners of TNCs.
Since OFDI is a component of globalization, one would expect it to contribute to improved efficiency of the home country. This is certainly the conclusion with respect to OFDI from developed countries; however, it can be argued that the linkages between OFDI, globalization and real income growth in developing countries are not as straightforward or as significant as in the case of developed countries. In particular, the efficiency benefits of technological and knowledge transfers are attenuated in the case of developing countries by limitations in their absorptive capacity.
Rather than suggesting the advisability of specific polices to promote the benefits of OFDI, the ostensibly weaker linkages between OFDI, and the benefits of globalization point to the fundamental importance of policies focused on improving the capabilities of emerging economies and local companies to benefit from international economic integration more generally. Such policies have been extensively discussed and include obvious initiatives such as improving public sector governance, investing in education and physical infrastructure, and so forth. To the extent that changes in public sector governance play an important "gatekeeper" role to changes in corporate governance, the former might be a particularly important prerequisite to the growth of economically beneficial OFDI from emerging markets. Table 4 Correlation Coefficients Between OFDI/GDP and Selected Globalization Variables 
